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*.* The following article has been written from first-hand 
knowledge by a distinguished economist who has travelled 
extensively in Soviet Russia and possesses knowledge of 
the language and a standard of comparison from previous 
acquaintance with the country. 


The Soviet State 


N order to understand the continued existence of the 
Bolshevist Government, and the fanatical energy with 
which use is made of the possibilities afforded by 
executive power, it is necessary to remember that there were 
two separate risings prior to the Bolshevist revolution. 
In a moment of panic, under the constraining force of the 
revolution of 1905 and of the issue of the Russo-Japanese war, 
the Emperor signed the manifesto of October 30th, 1905. The 
period from 1905 to 1907 was taken up by an uninterrupted 
struggle between the Duma, which sought to become a real 
instrument of law-making, and the ministers of the Emperor, 
who did not shrink from a breach of the constitution in order to 
re-establish the imperial rights of the Lord of all the Russians. 

This struggle excluded the possibility of peaceful progress 
in Russia. And so, prepared by the sacrifices and privations 
of the world war, there came to maturity the second rising, 
whereby, in March, 1917, Russia became a Republic. This 
bloodless rising of March, which can be described as a national 
rising, was followed by the second wave, which took the form 
of a communistic revolution, the aim of which was to gain 
international dominance. The communistic revolution is only 
one stage in the long lasting revolutionary movement which, 
breaking out in 1905, still continues. In other lands, and with 
many fewer complications, such movements have lasted for 
decades and even longer. Experience during a period of 
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14 years is sufficient for us to ascertain the real facts as distinct 
from optimistic prophecies; and for us to determine what 
Communism promised and what Bolshevism has accom- 
plished—even though the Soviet Government has represented 
the present position as only a transitional stage in the advance 
of Socialism to final victory. 

On November 7th, 1917, the first proletarian government 
came into existence and, with a Council of ‘‘ Commissioners 
of the People” at its head, began to form the machinery of 
administration. On January 13th, 1918, a Constitution was 
produced, wherein Russia was proclaimed a Republic of Soviet 
Councils of Workmen’s, Soldiers’ and Peasants’ Deputies ; 
private property was confiscated without compensation ; and 
the transfer of all banks to State ownership was enacted. This 
constitution was revised in 1923. This form of government 
by councils, in conjunction with the communist programme, 
formed the basis of the State, though it was subject to several 
modifications as time progressed. According to the Con- 
stitution of this State the organizations of the working-classes 
hold, concentrated in their own hands, the power both to 
make and administer the laws, and everything that takes place 
in Russia was meant only to be in accordance with the will of 
the masses, Yet what has happened in Russia cannot by any 
means be described as revolution in the ordinary meaning of 
the word. It is a matter not only of a change in the forms of 
state, business and society, but of an attempt, carried through 
in an entirely unprecedented manner, and with coercion such 
as has never been experienced before, to absorb the individual 
in a mechanized industrial entity, to destroy the family and to 
ignore and destroy many of the roots of the culture of the past 
in order to create a “‘ mass-man.” Only a-nation that has 
lived so long under the yoke of despotism, a nation whose 
nature has been for centuries so deeply rooted in the soil of 
complete subjection, can render the service, and show the 
capacity of endurance, that Bolshevism demands. 

In order to form an opinion of the possibilities of future 
development, it is necessary for us to clear away all 
sentiment from our minds and to forget that we have 
been witnesses of the pitiless extermination of one class of 
citizens that numbered millions, witnesses of the cruel dis- 
placement of hundreds of thousands of small peasants and of 
the relentless battle against religion. And our horror at the 
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oppression and terror, amid which the Soviet State is being 
constructed, will yet continue—we shall have further to 
challenge the means and methods by which the edifice is being 
completed and a nation is being led into such dire misery. 
But let us allow the achievements up to the present time to 
speak for themselves, and then we shall try to investigate 
whether the edifice is only a theatre-scene or can become a 
reality; whether Russia is merely a puzzle for Europe or 
whether the economic collapse of Europe betokens hope for 
Bolshevism. 

Nobody can to-day say what will be the future form of 
government as its development progresses, whether it will be 
in the form of State-socialism or of State-capitalism that Russia 
will knock at the gates of Europe. The decisive fact is that 
almost no prospects are now held out for the re-establishment 
of private ownership, even less so the longer the system is main- 
tained and the more the “ five years plan,” with its great new 
public works, advances. The evidence shows that an enormous 
country, which embraces one-sixth of the earth is, by dint of 
the unrivalled exertions of its population of 160 millions, being 
developed in opposition to trade and industry as conducted by 
private capital. The system is maintained in vigour by the 
rising generation, whose thoughts and feelings are Soviet, and 
who hitherto have shown all the enthusiasm necessary for the 
government to hope to reach its goal by their aid. 

The question whether or no the youthful generation approves 
of the Soviet State can, in spite of existing criticism, be 
answered by “ yes ”’ rather than by “no.” They work for it, 
because only by its means can they live. Students belong, almost 
exclusively, to the working-classes. Those of average intelli- 
gence are sure, after completion of their studies, to be offered 
important positions in the administration or in industry. In the 
Union of Soviets it is not a general education, but specialized 
knowledge, that counts. An important position assures better 
living conditions, a superiority to the great masses, influence 
and possibilities of further advancement. This incentive to the 
rising generation proves of good service to the Soviet State. 
There is revealed in it the first awakening, the spiritual cry of a 
people of whom, ten years ago, only a small percentage could 
read or write. The prodigious, but dormant, forces of the 
country have been unloosed—forces which resemble a broad, 
rushing stream, overflowing its banks, full of shoals and not 
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yet following its ordered course, so that no man knows whither 
it will flow. 

Between the ages of 16 and 30 years there exist to-day 
more than 50 million beings, the conditions of whose lives and 
work are unknown in other countries. And it is by these men 
and women that the government of the Soviets is really 
supported ; they alone ate the backbone of the State. The 
communist school has taught them the reputed horrors of 
capitalist exploitation, and the Russian newspapers, unfortun- 
ately, offer them only too rich a choice of news, received from 
European lands, of the growing numbers of the workless, their 
hunger and their desperation. Instinctively each of these young 
people feels strongly that it is for “ his’ government that he 
must toil and sacrifice himself. 

With the conclusion of war-time communism there was 
introduced the New Economic Policy which is known as the 
restoration period of 1921-1926. In these years private trading 
experienced resurrection and death. First, the government of 
the Soviets applied itself to setting existing businesses to work. 
Then, at the end of 1926, the industrial concerns were system- 
atically taken over, estimates of their productive capacity were 
made and the quantity of necessary imports calculated. The 
next period, which continued from 1926 to 1928, was described 
as the Period of Reconstruction. During this time, and even 
earlier, they had begun the construction of gigantic industrial 
undertakings whose dimensions were no longer restricted to the 
limitations of existing workshops, but adapted to future needs 
as statistically reckoned. As a result of Lenin’s enthusiasm 
for electrification there began to arise a range of power stations 
and at the same time (by means of the construction of copper- 
smelting works, of tin, glass and paper factories, and the resultant 
production of incandescent lamps, electrical goods and many 
such things) the prospect of making the nation independent of 
the foreigner made visible progress. 

During this time the first “ five years plan ”’ was devised, 
and with it was adopted the experiment of calculating for a 
long time ahead the industrial foundations for the future of 
a people numbering 160 millions. This plan covers the period 
from 1928 to 1933. In consequence of high pressure exercised 
by the Soviet Government, intensified by fear of war during 
the first two years of the plan, the output in most districts 
exceeded to some extent the yearly quantum. And thus arose 
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the resolution: ‘‘ The five years plan in four years.” This 
time limit expires on January 1st, for, though the operation of 
the plan began in October, 1928, the financial and economic 
year from 1930 was made to coincide with the economic year, 
the period October 1st to December 31st, 1930, being reckoned 
a “ special quarter.” 

One of the most interesting characteristics of the industrial 
structure is the creation of combines which bring together 
factories dependent upon one another and link them in 
groups. To this category belong the Ural-Kusnetzk Com- 
bination with the important Magnetogorsk mines, and the 
Association of the Metal Industries of the Urals with the coal 
and metal industry of Kusnetz ; also the Dnieper Combination 
now in course of construction. This will be supplied by the 
Dnieper Water Power Works with a force of 750,000 horse- 
power. The first stage in its construction was completed on 
May 1st. When finished it will be the greatest power works 
in the world. Among the 2,000 or so newly erected factories 
which have commenced production, the tractor works in 
Stalingrad (Tsaritsyn) merit special interest, with their 
advertised yearly productive capacity of 50,000 tractors ; also 
the factory being erected in Cheliabinsk with a productive 
capacity of 50,000 ten-ton, 60 h.p. caterpillar tractors. There 
are also the motor-works in Nishni-Novgorod with a yearly 
productive capacity of 140,000 motors. These figures represent 
original estimates or “ planned figures,’’ and as a result of 
difficulties that have since arisen, they must undergo drastic 
modification in their realization. Furthermore, there are 
multifarious undertakings concerned in the production of 
farm-machines, explosives, artificial silk, the development of 
the iron and steel output, and the exploitation of natural 
resources—gold, naphtha, alkali, asbestos, copper and many 
other things. The production of road-making machines, radio 
and cinema apparatus, generators and high-tension machinery, 
heavy chemicals and so forth, which before the war were, 
generally speaking, not produced at all, has begun on a far- 
reaching scale. Numerous new industrial towns and barrack 
settlements, with populations even exceeding 100,000, have 
arisen around the new factories, and proposals for intercourse 
by means of traffic connections and the making of navigable 
waterways are being promoted on an extensive scale. The 
shipping constructed in 1931 totals more than 80,000 tons ; 
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the net-work of air-routes extends to the most distant parts of 
the country. 

Russian scientific research institutions have, while availing 
themselves of foreign help, taken a most substantial share 
in the technical construction of factories. Yet, those 
branches of industry which are dependent upon one another 
showed, as they developed, a lack of co-ordination. Newly 
erected concerns were often brought to a standstill owing to 
want of raw material, or forced to limit output owing to 
insufficient deliveries of semi-manufactured goods. The situa- 
tion is rendered more acute by the fact that in many cases 
economic considerations have not determined the site chosen 
for new enterprises—a state of things that in its turn contributes 
to make more arduous the transport problem. This threatens 
to become disastrous in spite of the opening of many new 
lines, the Turksib (from Turkestan to Siberia), for instance. 
Already impaired by transport difficulties, manufactures are 
losing more than half their value through defective quality. 

is shortage and inferiority of supplies (taken in conjunc- 

tion with the condition necessary for industrial reconstruction 
that production must be largely augmented, even at the cost of 
the consumer and house-builder) have created a gaping dis- 
crepancy between supply and demand—a discrepancy made 
still wider by a badly worked system of distribution. In spite 
of an average importation since 1930 to the value of more than 
one thousand million gold roubles (of which 60 per cent. goes to 
industrial needs), it has for years often been impossible for the 
individual citizen to buy a nail or a needle or any of the simple 
necessaries of everyday life. The resulting distress sets the 
seal of sacrifice, and even of despair, indelibly upon the Soviet 
Government. And now already, it can be foretold that even 
when the second “ five years plan ”’ has been completed, the 
outward aspect of the State will not have fundamentally 
changed. The Soviets declare—and for lack of other figures 
than theirs we must believe them—that in most spheres of 
activity the average production is more than double that of 
pre-war days. But if we deduct from their figures the production 
of the provinces which formerly belonged to Russia, and the 
pre-war imports of commodities, and if we take into account 
the quicker deterioration of the new goods which are of inferior 
uality, and the ever-increasing population, the result will show 
that for present needs there is actually available no greater 
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volume of commodities than before. The only difference is 
that, before the war, production needed only to satisfy the wants 
of a certain higher class, while now the social upheaval means 
that new and greater needs of 40-50 million people have to be 
satisfied. The spectacle of increasing production combined 
with stationary shortage will not vanish for many years to come. 
This makes it appear to us the more incomprehensible that the 
export of necessaries of life should, in spite of all, be enforced. 
Industrial extension has not only to be paid for by the misery 
and distress of the people ; it has imprisoned in chains the so 
loudly proclaimed freedom of the workman. Freedom of 
movement has been suppressed ; the unions have been robbed 
of all influence and may now only concern themselves with 
cultural and social questions. A responsible director has again 
taken the place of the management committee ; instead of 
equality of wages, the principle of individual output has again 
become law. Overtime, piecework and a system of bounties 
are used as inducements for increased work ; even the maximum 
wage for the members of a working party has been abolished. 
The Soviet Government—a prisoner of the “ five years plan ”’— 
in its réle of employer has discarded its proletarian clothes. 
It makes use of the most reckless methods of sweated labour to 
spur on the masses to increased production. It is not possible 
to describe in detail how, according to our ideas, the “ five years 
plan ’’ has transformed a great part of Russia into a penal 
settlement into which the entire population, with all its physical, 
ideal and moral strength, has been forced. Only thus can 
be understood the visible progress and the equally visible 
distress. The one is not possible without the other. Yet, 
with an incredibly intense, never-flagging enthusiasm, born of 
unflinching optimism, the nation does not perceive in the new 
measures tasks inherent in communist doctrines, but only 
passing phases which will serve the sole interests of the working- 
classes. In concise statements and in convincing terms, the 
authorities point to the improvement in their own position at 
home, comparing it with the steadily deteriorating position 
abroad, and emphasizing their own social achievements. There 
is no railway-station, no public square, where up-to-date figures 
of industrial output, and the figures which must still be attained, 
are not placarded. From hour to hour, by means of radio, 
lectures, newspapers, the people are fed with problems and 
figures which make it possible to drug the hungry masses of 
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industry with enthusiasm for the theories of the “ plan,”’ and 
for the motto: “‘ We must reach the technical development of 
the capitalistic West ; we must overtake it.” 

In regard to agriculture, where backwardness, due to 
compulsory collectivism, has been a primary cause of the misery 
of the _— the situation appears to be particularly menacing, 
notwithstanding the results published by the Soviet Govern- 
ment, which imply that land sown with grain has increased from 
105 million hectares in 1913 to 137 million hectares in 1931. 
Collectivism, which has brought utter misery to the Kulaks, 
has achieved the formation of some 240,000 collective farms 
which only give a production equal to about 60 per cent. of the 
earlier individual farms. In addition, there are, in round figures, 
4,000 State domains, some of which are of enormous extent. 
The results of compulsory collectivism have been the rationing 
of all foodstuffs, and the classification of the people in categories. 
All the success, all the efforts made, even the importation of 
agricultural machinery to the value of more than 400 million 
gold roubles, cannot hide the fact that scarcity of meat, fat 
and milk products is felt more acutely from year to year, and 
that the rationed commodities are insufficient and subject to 
constantly increasing prices. The first “ five years plan ”’ is 
ending with a loss of at least 50 per cent. in the output of the 
live-stock industry. The defective equipment of the supervised 
stock-farms brings in its train all the conditions calculated to 
spread cattle-disease, which still further decimates the herds. 
An increasing deterioration in the food situation is unavoidable. 
Still, we must be careful always to avoid bringing in a comparison 
of life under the Union of Soviets with our own living con- 
ditions. There is no common standard of measurement. And 
it is the more difficult to find one since the terrible effects of 
unemployment in our countries, too, have radically changed the 
appearance of various classes of society. 

The industrial and agricultural situation which we have 
now described, and the accumulating troubles connected with 
financial problems, profit-making, shortage of skilled labour and 
diminishing capacity for work, are all made more serious by 
reason of the difficulty of finding outlets for Russian goods on 
foreign markets, and justify our asking the question whether 
the Soviet Government, in view of the dangerously threaten- 
ing tension at home, will succeed in maintaining its power. It 
can (as hitherto) be taken for granted that the Government will, 
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at the twelfth hour, discover the possibility of making necessary 
concessions to their living population, thereby easing the situa- 
tion. That has been done in industrial and other circles by the 
recognition of the principle of payment according to work 
done, and in husbandry by the permission accorded to peasants 
to keep a cow. The Government will be compelled to make 
still greater concessions in order to maintain its authority, 
and it will retreat further from the principles of communism 
which it proclaimed on its accession to power, principles 
whereof the accomplishment was ostensibly guaranteed by the 
Bolshevist regime. Foreign countries cannot but see these 
facts. The Soviet Government, itself, relies still upon the 
estimate that, even if the situation should become worse, it con- 
trols sufficiently commanding positions in trade to be able, by 
means of foreign participation, to neutralize the danger at 
threatened points. Both the monopoly in foreign trade and 
measureless natural resources offer every prospect of success 
for such participation. 

We cannot close our eyes to the fact that, in spite of the 
present situation, the Soviet Government will probably con- 
tinue to exist, and that the unity of the party, in conjunction 
with the Red Army and the G.P.U., will manage to hold 
together the structure of the State ; also that a slow improve- 
ment in administration will help in alleviating to some extent 
the distress which has at present become almost intolerable. 
Though it seems possible to estimate with a certain degree of 
accuracy the ability of the leaders and the achievements which 
depend upon the power of endurance of the Russian people, 
such an estimate becomes more doubtful in so far as the life of 
the Soviet Government is affected by a s ion of political 
relations and by the economic situation of foreign countries. 
The world economic crisis, which was not provided for within 
the frame-work of the “ five years plan,’’ has brought it about 
that, from a 40 per cent. increase in exports, the Soviet 
Government has only been able to obtain a 15 per cent. 
increase in the value realized. The consequences are a diminu- 
tion in imports and a constantly severe strain on the resources 
of foreign exchange. Moreover, the Soviet Government 
has not succeeded in extending its credit abroad, which 
reached its maximum limit at the figure of 1-2 thousand million 

old roubles. Economic relations with foreign lands, which 
or years to come will be essential for the Soviets, compel them 








to maintain a guarded political attitude, since any military 
entanglement on a large scale would mean the end of their rule. 

The fact that, for many years, any aggression of the Soviets 
towards foreign countries is excluded does not, however, prevent 
their continued existence from acting as a powerful if deceptive 
lure to millions of workless and despairing citizens of the out- 
side world. The Bolshevists have now set their faces against 
international capitalism, which is alleged to sway the fate of 
peoples by means of national governments, and are trying to 
influence the policy of these national governments through the 
medium of their people. While the fear complex may not 
have wholly disappeared, the Soviets are beginning to value 
their own influence with the peoples of foreign countries so 
highly as to hope that no foreign government could now join 
in a crusade against the Soviet State without endangering its 
own existence. But when we consider the changes of system 
which the Soviets are compelled to adopt in order to maintain 
their government, then the Bolshevist “ aim,’’ and actual 
Russian “ development”’ more and more coalesce. The 
Bolshevist drama will become Russian reality. It is the forces 
of Russia herself that in due course will encounter Europe. 
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*.* The Bank publishes from time to time in this 
Monthly Review signed articles by exponents of 
es theories on questions of public interest. 
The Bank is not necessarily in agreement with 
the views expressed in these articles. 


Some Fiscal Experiments on the Continent 





By E. L. Hargreaves 


URING the last fifty years the vast growth of public 
D expenditure, owing to the expansion of the social 

services and the financing of the Great War, has imposed 
upon successive Chancellors of the Exchequer the necessity of 
inventing new or exploiting old sources of revenue. Already in 
the ‘eighties Goschen was lamenting that the basis of taxation 
had become extremely narrow. A firmly established policy of free 
trade precluded the possibility of raising revenue by imposing 
duties upon competitive imports, and he had to rely mainly 
upon the income tax and a few duties on articles of general 
consumption. Since Goschen’s time the instrument of direct 
taxation has been exploited to the utmost, and increasing 
public expenditure has been met by the imposition of high 
rates of income tax, super-tax and death duties. 

The evil effects of these high rates of direct taxation, 
particularly in the direction of drying up the source of savings, 
have been pretty generally recognised during the last decade. 
The return to an income tax of five shillings in the pound has 
presented once more in an acute form the problem of the limits 
to which this species of taxation may be pushed. It is worth 
while enquiring whether there are any signs of a reversal of this 
tendency, whether there is any likelihood that financial policy 
both in this country and abroad will rely less in the future upon 
this particular fiscal instrument and will turn to other sources 
of revenue. 

In Great Britain there are already clear indications that a 
broader basis of taxation is being developed. The abandonment 
of a free trade policy has permitted the raising of revenue by 
imposing duties upon commodities coming from abroad which 
compete with the products of home industries. The fact of 
the change is significant and it is not necessary to emphasize the 
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uncertainty of this source of revenue, particularly at a time 
when international trade has shrunk to very small dimensions. 
Again, in the United States there has been the recent proposal, 
ultimately rejected by Congress, to introduce into the Tax Bill 
a manufacturers’ sales tax of 24 per cent. which was estimated to 
yield approximately $600 million of revenue. 

Before we can treat these events as indications of an 
intention to place less reliance upon direct taxation, allowance 
must be made for two factors. In the first place the drying up 
of revenue from existing sources has compelled a search for new 
objects of taxation. e depression and the crisis are clearly 
very largely responsible for ‘ion experiments. In the second 
place there is in Great Britain a firmly established tradition in 
connection with the income tax. The tax has been con- 
tinuously in existence for ninety years and there is a highly 
organised system of administration associated with it. Hence 
the tax is firmly embedded in our financial structure and is 
likely to remain in that position. 

In the Latin countries, on the other hand, the position is 
very different. There income taxes have not taken such deep 
root, partly because their development is much more recent, 
partly, perhaps, because of psychological differences and 
administrative difficulties. The war found the income tax in 
these countries imperfectly developed, if developed at all. 
They never exploited this tax to the extent to which the Anglo- 
Saxon communities exploited it, and to supplement an in- 
adequate revenue they made much greater use of the printing 
press. If there has been any tendency in the post-war period 
to break away from excessive use of direct taxation as a fiscal 
instrument it is more likely to be discerned there than elsewhere. 

A comparison of the different items of revenue and of the 
proportions of revenue drawn from different sources shows, of 
course, a striking difference with respect to the part played by 
the profits derived from certain State monopolies (tobacco, 
matches, salt, lotteries) not only in Latin countries but also in 
the countries of Central Europe. In some countries in certain 
post-war years as much as one-tenth to one-fifth of the total 
revenue has been derived from this source. Nevertheless the 
State monopolies existed before the war and these considera- 
tions throw very little light on the question whether since the 
war there has been a reaction against excessive use of direct 
taxation and a tendency to rely on certain alternatives. 
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Undoubtedly the most important case is that of the Sales 
Tax, which is practically a development of the war and post- 
war period, although its existence has been recorded both in 
the Roman Empire and in the Middle Ages. Sales Taxes 
represent an important innovation and it should not be supposed 
that their yield is so insignificant as not to make them worth 
serious investigation. On the contrary, the French Turnover 
Tax yielded in 1927 and 1928 one-fifth of the total revenue, 
and the Czecho-Slovakian Sales Tax yielded between 13 and 
16 per cent. of the revenue during the years 1926-8. Thus in 
France the yield of the Turnover Tax comes up to that of the 
income tax. These Turnover or Sales Taxes, which have in 
many cases introduced such big changes in post-war budgets, 
are indeed by no means uniform either in their imposition or 
their incidence. The rates vary between country and country, 
and are, moreover, frequently revised, though the general level 
seems to be about 2 per cent. Even within a country complete 
uniformity is far from being achieved. There has been a 
tendency to tax the sales of luxuries at a higher rate than the 
sales of other commodities and to exempt from the tax the sales 
of such necessaries as bread. Sales of small value are exempt 
as often are sales for export, while sales of imported commodities 
are taxed at the ordinary rate. The adjustment of a Sales Tax 
seems, in fact, to present the same sort of difficulties and 
complications as the adjustment of a tariff. Again, the Sales 
Tax may be of general or of limited application : it may apply 
to all sales, or only to those of manufacturers, as, for example, 
in Canada or in the recent proposal before Congress. Further- 
more, the method of imposition may vary, the tax being levied 
in some cases by means of affixing stamps (Belgium), in others 
by a lump sum payment (France). 

This general outline suggests that the tax is capable of 
some interesting applications. It might be used, for example, 
to discriminate against imports and in favour of exports, by 
subjecting the former to a fairly high rate of tax and by exempting 
the latter from the operation of the tax. It is also possible that 
the Sales Tax operates in favour of the integration of businesses 
in order to avoid the payment of the tax, and one of the criticisms 
directed against it is based upon this particular assumption. 
To meet this criticism provision has been made in certain cases 
for treating transfers from one branch of a business to another 
as though they were sales between independent businesses. 
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Probably the most remarkable thing about these Sales 
Taxes, however, is that they have survived in face of a good 
deal of hostile criticism and in spite of the fact that they run 
counter to modern democratic tendencies in taxation. In the 
first place there is the criticism, already noticed, of the en- 
couragement the Sales Tax may give to the integration of 
businesses. On the other hand, in entire conflict with this 
criticism we find the objection that the payment of the tax on 
several transactions enormously enhances the cost of com- 
modities to the final consumer and that the market for goods is 
thereby restricted. In an agitation directed against the Sales 
Tax in Germany in 1925 it was estimated by one authority 
that, although the rate of tax had been reduced to 13 per cent., 
the charge meant an addition of 10 or 12 per cent. to the prices 
of commodities. In certain cases the exemption of a favoured 
class from the operation of the tax (e.g., the exemption of sales 
of agricultural produce) has provoked a good deal of hostility. 
Lastly, the tax seems to run counter to those doctrines con- 
cerning ability to pay which have formed the basis of modern 
progressive taxation and which have provided the justification 
for democratic fiscal systems. Sales Taxes which are shifted on 
to the prices of commodities weigh heavily upon the poorer 
sections of the community, although this effect may be 
modified to some extent by the exemption of necessaries 
from the tax and by the levying of a higher rate of tax 
upon luxuries. 

Hardly less remarkable, perhaps, is the fact that while 
administrative difficulties have not been overcome, they have 
not offered an insuperable obstacle to the levying of the Sales 
Taxes. The possibilities of fraud and evasion are obvious, 
and apart from these dangers it is clear that the administration 
of a Sales Tax on fair and equitable lines requires such a com- 
plete and accurate recording of all transactions as is not likely 
to be found among some of the persons who will become liable 
to the tax. The exemption of the sales of farm produce, which 
has already been referred to, whether or no it was a piece of 
favouritism, can be to some degree justified on the ground 
that inadequate recording of such transactions would in any 
case render it difficult to apply the tax in this sphere. It is 
perhaps worth observing that expenses of administration are 
largely avoided where the tax is levied by means of stamps 
which have to be affixed to documents of sale. 
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It has already been pointed out that in some countries the 
yield of the Sales Tax is so considerable that it would be very 
difficult to abandon it. In others, however, it forms a much 
smaller proportion of the total revenue. In Italy for the years 
1925-6 and 1926-7 the Tax provided only 4-38 per cent. and 
3°17 per cent. of the revenue. Nevertheless, in a difficult 
period like the present it is unlikely that a Finance Minister 
would be able to dispense with this particular source of income 
and the tendency recently has been rather to raise the rate of 
tax in the hope of a larger yield. 

Canada and Germany have already been mentioned, so 
that it becomes unnecessary to point out that the Sales Tax is 
not confined to the Latin countries. This is an important 
qualification. Germany, it has been pretty generally recog- 
nized, stands midway in her financial practice between the Latin 
and the Anglo-Saxon countries. A fairly efficient income tax 
was introduced into Prussia at the beginning of the ‘nineties ; 
yet, on the other hand, Germany is not averse to such fiscal 
expedients as the Sales Tax which stands financially in low 
repute in Great Britain and the United States. The German 
tax was, in fact, instituted during the war, but was continued 
afterwards at rates varying from 1-5 to 2:5 per cent. Along 
with this general Turnover Tax went a Special Turnover Tax 
on luxuries which had at one time been as high as 15 per cent. 
This Special Tax was, however, abolished in 1926. Meanwhile, 
the rate of the General Turnover Tax was reduced by steps to 
0-85 per cent., until suddenly by the emergency decrees of last 
December it was raised to 2 per cent. That the German 
Government should see fit, at a time when * was initiating a 
vigorous deflationary policy with a view to reducing prices and 
incomes, to raise very considerably the rate of Sales Tax is an 
indication of the importance attached to it as a producer of 
revenue and a contribution towards budgetary equilibrium. 
The case of Canada is less interesting, for the tax is imposed 
there only on manufacturers’ sales and is therefore of much more 
limited scope. The intention clearly is that the tax shall only 
be levied once and shall not be “‘ pyramided ” by being charged 
on successive sales. 

Can any definite conclusion be drawn from a study of this 
fiscal innovation? Does it provide any guide to post-war 
tendencies in financial policy or is it merely a transitory 
phenomenon? It is not altogether easy to give a clear and 
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definite answer to these questions. Experience of the last 
decade enables one to say with a fair degree of confidence that 
the Sales Tax cannot be regarded asa temporary expedient 
designed to meet the financial embarrassments which prevailed 
at the close of the Great War. The tax has survived in the 
countries which have adopted it, and survived in spite of its 
manifest defects and a certain measure of unpopularity. In 
Canada these disadvantages may have been mitigated by the 
limitation of the scope of the tax to one set of sales—those of 
manufacturers; but in Germany the Special Turnover Tax on 
luxury articles, which might have been supposed to render the 
scheme less unpopular, has actually been abolished. At any 
rate, the tax has taken firm root in post-war financial systems. 
But it would be very unwise to say that the tax had been 
adopted as an alternative or substitute for measures of direct 
taxation. It came in as an additional resource to meet vast 
post-war expenditures, not to replace revenue derived from 
income tax or death duties. If the Sales Tax had not been 
introduced there would not have been fuller exploitation of the 
sources of direct taxation, but probably a still greater abuse of 
the method of printing money than actually occurred. Subse- 
quently it formed part of the arrangements whereby monetary 
and budgetary equilibrium were achieved. Nor does the 
present crisis provide a suitable moment at which to form a 
clear judgment of tendencies. All over the world the problem 
of unbalanced budgets is forcing Finance Ministers to turn to 
any source of revenue, however disagreeable and objectionable 
it may be. Financial expedients may be adopted now 
which would have no chance of surviving in an era of 
prosperity. are 
Meanwhile, outside the area of the countries which have 
been mentioned, the Sales Tax appears to be regarded as a 
third-rate financial expedient. In the United States the pro- 
posal has met with hot criticism, on the ground of its inequity, 
and of its supposed effect upon prices. fessor Seligman, in 
one of his works on Public Finance, declares: ‘‘ The General 
Sales Tax is a discredited remnant of an outworn system ; it is 
essentially undemocratic in its nature, and it would, if enacted, 
exaggerate rather than attenuate the present inequalities of 
wealth and opportunity.” The recent proposal to introduce 
a Manufacturers’ Sales Tax, though at first accepted, was 
finally voted down by Congress. In the United States, and 
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more especially in Great Britain, the tax seems to run definitely 
counter to established financial tradition. Much opposition 
would no doubt be felt to a tax which would weigh more heavily 
upon the poor and which would arbitrarily enter into prices 
according to the number of times a commodity had changed 
hands. We should, however, be on our guard against the 
assumption that the problem of the incidence of a General 
Sales Tax as between producer, wholesaler, retailer and con- 
sumer is a simple one, and that the charge rests finally upon 
the consumer in the shape of the higher prices which he has 
to pay for things. In a period of rising prices, no doubt, it is 
easier for the tax to be passed on; in Germany, for example, 
during the inflation period the shifting of the tax was completely 
masked by the enormous rise of prices. In a period of falling 
prices, on the other hand, it would probably be much more 
difficult for the tax to be passed on, and some of it would stick 
to producer, wholesaler and retailer. If this were so, however, 
it would be only another point against the tax, viewed this time 
from the standpoint not of the consumer but of the producer or 
dealer. If in a period of depression the producer or dealer had 
to shoulder the tax himself in order to retain his market he 
would be experiencing an addition to his cost of production at 
a time when he would be least able to bear it. 

Nevertheless these criticisms and objections only serve to 
make still clearer the point which needs to be emphasized. 
In spite of these disadvantages the Sales Tax has survived and 
has secured for itself an important position in the budgets of 
many countries. It is not a question of the displacement to 
any extent of income taxes or other forms of direct taxation. 
It is the significance of the mere fact that a tax so undemocratic 
in its nature and so different in its principles from the principles 
of direct taxation should have received such prominence in the 
democratic countries of the post-war world. In this respect 
the situation in Germany, where the tax has been recently 
raised to 2 per cent., is peculiarly significant. Even if full 
allowance is made for the enormous difficulties inherent in the 
German situation it is remarkable that the Government should 
have decided to raise the rate of the tax very considerably at a 
time when it was making a vigorous attempt to force down 

rices. German financial policy, moreover, for reasons which 
non already been put forward, has more significance for us 
than has the financial policy of the Latin countries. 
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The general establishment of the Sales Tax may be taken, 
then, as an indication, not indeed of any profound revolution in 
financial policy and methods, but of a tendency for democratic 
states to admit into their financial arrangements a considerable 
element of indirect taxation in a form which might be supposed 
to be extremely repugnant to them. The tax.is not one which 
enters once for all into the price of a commodity, like an excise 
or customs duty, but, if it is general, is repeated several times 
over before it reaches the final consumer. This is a tendency 
in post-war finance which cannot be lightly dismissed as though 
it were of secondary importance but must be watched and 
appreciated. 

For Great Britain, however, it is clear that the development 
of the Sales Tax, taken by itself, has little relevance. The tax 
represents a type of expedient which is alien to the financial 
traditions of this country and which falls outside the scope of 
serious consideration. If a redistribution of the proportions 
in which revenue is derived from direct and indirect taxation is 
going to take place it is more likely to occur through the 
adoption of a protectionist system which enables revenue to be 
raised from the taxation of competing imports. Even in this 
case, however, allowance must be made for the fact that in so 
far as the duties are intended to be really protective and to 
keep out the imports in question less reliance can be placed 
upon them as producers of revenue. At any rate, whatever 
use may be made of them, their full revenue-yielding capacity 
will not be seen until international trade has returned to a level 
more nearly ———— to its normal volume. 

Meanwhile, we are confronted with general dissatisfaction 
over high rates of direct taxation which are felt with increased 
severity in a period of general business depression. A vicious 
circle appears to be set up, in which as a result of depression 
and unemployment revenue falls off ; then, in order to restore 
budgetary equilibrium rates of taxation are raised: and 
following upon these measures the depression becomes deeper, 
with a further shrinkage of revenue. Under these circum- 
stances, no doubt, yr | equilibrium must be sought by 
a vigorous reduction of public expenditure. 

But the problem of the taxation of income still remains. 
Since the introduction of such taxation the criticism has been 
widely met that no distinction is made between saving and 
spending ; that income which is saved and invested, whether by 
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private individuals or by companies in the shape of undistributed 
profits, is taxed under the provisions of the income tax at the 
same rate as income which is spent. The serious effects of such 
a policy are clear in cases where an industry is financed by the 
reinvestment of profits. But this is not all. When the income 
has been saved and invested the return on it is taxed, and taxed 
during the last twenty-five years at a higher rate than “ earned ” 
income. There is thus a clear differentiation against saving in 
the structure of the tax as it stands at present. These con- 
siderations have led many authorities to approach the problem 
of a tax on expenditure and to attempt to devise some means 
whereby income saved shall as far as possible be exempted from 
the range of taxation. But difficulties of considerable magni- 
tude have presented themselves. The direct exemption of 
income saved from the scope of the income tax has been ruled 
out as administratively unworkable. So also has the intro- 
duction of a tax which shall reach all objects of current ex- 
penditure, including both goods and services. Moreover such 
a tax, in order to satisfy the demands of equity, would have to 
be made in some way progressive, and it has not been clear how 
this could be achieved. Finally, to these difficulties would be 
added the problem of securing that the yield of the tax on 
expenditure should be equivalent to the yield of the income tax 
which it displaced. This last requirement, involving, presum- 
ably, fairly stiff taxation of things on which the mass of the 
people spend a large proportion of their incomes, plainly could 
not be reconciled with any idea of progressive taxation. 

It is here that another fiscal experiment may throw light 
upon the problem. The discussion of the Sales Tax showed 
that many countries in the post-war era were not averse to the 
introduction of a tax which differed profoundly in its structure 
and principles from any of the principal direct taxes. A finan- 
cial innovation introduced into Belgium in 1930 involves the 
abolition of a general income tax and the substitution therefor 
of a tax based upon certain criteria of expenditure. The 
Belgian law of July 13th, 1930, inaugurates an “‘ impét complé- 
mentaire personnel,’’ which is based upon the following indices 
of personal expenditure :—The rentable value of dwelling 
houses and of furniture ; expenditure on personal servants ; 
expenditure on horses for sport or pleasure ; expenditure on 
carriages, motor cars, boats, yachts and aeroplanes. Expendi- 
ture in the various categories is aggregated, and varying 
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co-efficients are then applied in order to reach the basis of 
assessment. When the final sum thus arrived at does not 
exceed 20,000-30,000 francs the tax is not levied at all. Above 
this level the tax starts at 1 per cent. and beyond 60,000 francs 
rises by 1 per cent. for each successive layer of 20,000 francs, 
but must not exceed the rate of 15 percent. Taxes on particular 
kinds of income still exist and there are some complicated 
arrangements for relating them to the new tax; but the tax on 
expenditure takes the place of the general income tax. 

The experiment is an interesting one and seems to be 
worth serious consideration. Certain administrative difficulties, 
obviously suggest themselves, but the objects which form the 
criteria of personal expenditure are of such a nature that the 
opportunity for fraud or evasion would be strictly limited. 
More important, perhaps, is the question whether, in spite of 
its progressive character, the tax is really a fair one. Are the 
indices of personal expenditure well chosen? Might it not be 
necessary to reinforce this tax with taxes on other forms of 
expenditure which are not included within the scope of its 
regulations? The solution of these and similar problems would 
vary from country to country and from time to time, and 
could only be reached by a careful investigation of actual 
conditions. From the standpoint of the Finance Minister, on 
the other hand, the question would be whether the revenue 
yielded by such a tax would be sufficient to make it worth his 
while to introduce such a radical change. Here, of course, the 
old objections to such taxation which have already been men- 
tioned have been met. The tax is not levied on the objects of 
personal expenditure but on personal expenditure itself, 
reckoned according to certain well-defined and objective 
criteria. Therefore the difficulty about securing an adequate 
yield from taxation which does not embrace articles of general 
consumption does not arise. 

Opinions will differ as to whether an innovation of this 
sort is worthy of imitation, and time must be allowed before 
coming to a final decision, in order to see whether it is attended 
by success or failure. At first sight there appear to be certain 
attractive features about the scheme, but these may disappear 
under closer observation. Detailed modifications which have 
been made and which have been left out of the description 
in order to give a clearer picture of the whole, and others which 
may have to be made, will no doubt occur to many people. 
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The question still remains whether, with such modifications 
the scheme will be able to stand as a whole. 

| It is curious to observe that in Great Britain, prior to the 
imposition of the income tax in 1799, Pitt had established a tax 
on general expenditure known as the “ Triple Assessment.” 
This was a graduated tax, levied according to certain criteria 
of personal expenditure ; and it was defended by Pitt on the 
ground that “ instead of a tax upon property, this was what he 
had stated it to be—a tax upon general expenditure.’’ The tax 
was, however, a failure; its yield fell much below what was 
expected of it, and it was abandoned the following year in favour 
of the income tax. 

Nevertheless, the significance of the recent change lies 
rather in its indication of a tendency, than in the actual working 
or administration of the scheme. It is an illustration of the 
fact that the evils of direct taxation have been felt so keenly 
that there has been a breaking away from the use of the income 
tax and an attempt to achieve similar financial results by less 
oppressive measures. The weapon of direct taxation has been 
ruthlessly employed during and since the war. The experi- 
ments which have been discussed suggest that a change of 
tendency is discernible and that in the future other kinds of 
financial expedients may be more generally employed. 


E, L. HARGREAVES. 
May 24th, 1932. 
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The War Loan Problem 


HE downward course of short-term interest rates, the 
appreciation of British Government securities since the 
New Year, and—from a different angle—the budgetary 
needs of the country have once more brought to the front the 
question of converting into a less expensive form of stock the 
big mass of 5 per cent. War Loan, 1929-47, which still amounts 
to just over £2,000,000,000 nominal value. It will be recalled 
that in May, 1931, Bank rate was reduced to 2} per cent., and 
in the opinion of many an opportunity for conversion was then 
forthcoming. Unfortunately, although short-term money was 
cheap, there was not that confidence either in the national 
finances or in world affairs which was necessary for a successful 
conversion operation. This was proved by the fact that on the 
basis of prices then current, long-term British Government 
securities still yielded 44-4} per cent., and so a major conversion 
operation on a 4 per cent. basis was quite out of the question. 
Subsequent events have shown that this lack of confidence 
was fully justified, and it has taken us a hard struggle to win 
our way back even to the position which we occupy to-day. 
In some ways, we must admit at once, that all the conditions for 
a successful conversion operation still do not exist, for while 
the budget has been nominally balanced, certain estimates of 
revenue are rashly optimistic, while direct taxation has become 
SO Onerous as to make serious and uneconomic inroads into the 
nation’s capital fund, which constitutes the ultimate reserve to 
be drawn upon in any conversion operation. With these 
important reservations, however, several conditions have at 
last become favourable. Bank rate is back at 2} per cent. and 
London deposit rates are as low as } per cent. British finances 
to-day command greater confidence than those of most other 
countries, while industrial prospects are not such as to attract 
into commercial ventures new capital which is available. 
Consequently there has of late been a steady investment 
demand for British Government securities both at home and 
from abroad, and this has outrun the supply of stock to the 
extent that by May 13th it had driven the running yield upon 
34 per cent. Conversion Loan down to a fraction below 
4 per cent. 
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It is worth while considering the possibilities of a con- 
version operation in greater detail. It will be agreed at once 
that no offer involving a yield on the new stock higher than 
4 per cent. is worth considering, for the saving to the Exchequer 
will not be worth the trouble, and besides the offer when made 
cannot be repeated for a long time to come. Now a conversion 
offer in reality involves two separate operations, though for 
reasons of convenience they are merged into one. The first 
operation is the redemption for cash of the old stock, and the 
second is the sale for cash of the new stock. The first operation 
may be either compulsory or voluntary, although if the offer is 
to be comprehensive it must be compulsory. The second 
operation must be voluntary, and so must be couched in terms 
which are calculated to attract the investing public. In practice 
the offer must be framed in such a way as to induce the vast 
majority of the present holders of War Loan to accept whatever 
new stock is offered, and also to bring about the subscription 
of sufficient new capital to fill the gap left by those existing 
holders who refuse to take up the new stock. It is obvious 
that the first essential is that other British Government Securities 
shall be quoted at such high prices that they yield less than 
4 per cent., as otherwise holders of War Loan will prefer to 
take cash and use it to buy these other securities in the market. 
Moreover if a compulsory conversion offer is to be carried 
through, the Government is bound by the terms of the original 
War Loan issue to give three months’ notice of redemption. 
This, in practice, means that the conditions needed for the 
success of the operation must be maintained for the space of 
three months. 

This first essential condition has just begun to operate, 
but there are other conditions which must be reviewed, and 
these involve a consideration of the various classes of War Loan 
holders. These may be divided into “ big ” holders, ‘‘ small ” 
holders, foreign holders, and financial holders. 

The big holder requires certainty. He wants a stock that 
is readily marketable, and which will retain its value. In some 
cases he will prefer a long-term stock, but in others a short- 
term stock will suit him better, and so there is a good deal to 
be said for breaking the present huge and unwieldy mass of 
War Loan up into several separate issues of various dates. An 
issue redeemable at an uncertain date and so subject to an 
uncertain yield is not wholly suitable to him, and on these 
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grounds it is doubtful if the recent 3 per cent. Treasury bond 
issue, which is redeemable by drawings over a period of ten 
years, constitutes a useful precedent. 

The small holder equally requires certainty, and to him the 
maintenance of the capital value of his stock is of far greater 
importance than the income derived therefrom. He also 
requires something simple, which he can easily understand. 
In many cases he does not employ a stock-broker, and has 
neither the time nor knowledge to discriminate between the 
terms of a complicated offer. Thus part at least of the new 
long-term stock offered should be of a simple, straightforward 
character. 

There is one serious problem which affects all British 
holders alike, and that is the problem of income tax. Interest 
on the 5 per cent. War Loan is not subject to income tax at 
source, and the result is that there is a lengthy time-lag 
between the receipt of the interest by the stock-holder and 
the payment by him of the income tax thereon. Thus the 
interest paid on June 1st, 1932, will be returned by the 
recipients to their Income Tax Inspectors in the summer of 
1933, and the tax will not be actually paid until January, 
1934. Now one object of the conversion is the substitution 
of a stock, on which net interest is to be payable after 
deduction of income tax at source, for there is no doubt that 
so long as tax is not so deducted there is considerable scope 
for evasion. The result will be that up to and including 
January, 1934, those who accept the conversion offer will be 
Paying income tax twice over—once on their old and again 
on their new stock. This will mean a very considerable 
temporary windfall for the Treasury, and will also inflict 
severe hardship upon the stock-holders. Thus in 1933, a 
stock-holder who pays income tax at the standard rate will 
pay £1 5s. on the £5 he received from his old holding of 

per cent. War Loan, and will have another £1 deducted ben 

is interest of £4 on his new 4 per cent. stock; or out of a 
gross income of £4 he will have to pay £2 5s. in income tax, 
which is equivalent to 11s. 3d. in the pound. This is a very 
serious matter, so much so that it is not too much to say that 
the present excessive level of income tax may prove a deterrent 
to the success of a conversion operation. 

The question of foreign holders of War Loan need cause 
less misgivings than it did a year ago. Aggregate foreign 
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holdings have probably undergone a net reduction during the 
past twelve months, while many foreign holders will under 
present world conditions very likely prefer to accept the offer 
rather than to search for alternative means of employment for 
their funds. The deduction of income tax at source will again 
prove a deterrent, and may lead to a certain amount of 
realization. Still the main point is that a year ago we were 
not in a position to meet a serious withdrawal of foreign funds 
that might have occurred if the offer had not proved attractive. 
To-day we can meet any likely withdrawal with equanimity, 
for the recent influx of foreign money has placed an almost 
excessive quantity of foreign currencies at the disposal of our 
authorities. 

Financial holders present a rather different problem. 
During the last few weeks, financial houses have been making 
substantial purchases of War Loan simply because they thought 
a conversion offer was imminent, and because they knew that 
the first part of the offer consisted of the redemption of War 
Loan for cash. In other words, they have bought War Loan 
purely as a short-term security and have no intention of 
accepting the new stock. Indeed the nature of their business 
will compel them to take cash. Obviously the longer this 
process continues, the greater will be the proportion of War 
Loan to be redeemed in cash, and from this standpoint the 
longer the offer is delayed, the less will be its final success. 

We return finally to the main consideration, and that is 
that the success of a conversion operation in the last resort 
depends upon an adequate supply of new capital available to 
fill any gap left by refusals of existing holders to convert. 

at once brings to the front the excessive taxation to which 
the owners of this capital reserve are now subject, and indeed 
the question of direct taxation has emerged again and again 
during the course of this analysis of the problem. Events are 
moving quickly, and it is conceivable that the offer will have 
been made by the time this issue of the Review appears. Still 
we do urge that the Chancellor of the Exchequer follows up his 
vague promises of further economies that he made at the dinner 
of the British Bankers’ Association on May roth, with a definite 
and detailed undertaking to enforce without delay economies 
sufficient to relieve the nation’s capital fund from the taxation 
which has for long been steadily depleting it. It would be 
much the best if a specific declaration of this character could 
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precede the War Loan conversion offer, for it is only by giving 
such an undertaking in advance that the success of a conversion 
scheme could be ensured. Let him promise economies of 
£100,000,000, and then he can fully rely upon a further 
£20,000,000 from War Loan conversion. Without such a 
promise he may find either, as his predecessor did last year, 
that the opportunity has escaped him, or that the offer has proved 
a failure. The gate to renewed prosperity is barred so long as 
the Chancellor of the Exchequer fails to enforce economy on a 
far more drastic scale than hitherto. When he makes up his 
mind to this course the present vicious circle will be broken 
and conversion operations will be facilitated. 
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Notes of the Month 


The Money Market.—The main events of May were the 
3 per cent. Treasury bond issue, the reduction of Bank rate 
from 3 to 2} per cent., and the further weakening of discount 
rates. Notwithstanding the fact that the new Treasury bonds 
are only redeemable by annual drawings which may be spread 
over the next ten years, the Treasury bonds were well taken 
up by money market interests, but this was mainly because the 
present paucity of bills has left the market with no remunerative 
outlet for its surplus funds. The reduction of Bank rate to 
2$ per cent. was this year followed by equivalent reductions in 
the clearing banks’ rates on London deposits and in their 
minimum rates for money market loans, the former from 1 
to } per cent. and the latter from 2 to 14 per cent. Discount 
rates consistently weakened during the month. While Bank 
rate was still 3 per cent. “ hot” Treasury bills were quoted 
at 1} and three months’ Bank bills at 14 per cent., while later 
in the month, “ hot ” Treasury bills were quoted at less than 
I per cent. Money was not always too plentiful, for the 
Treasury bond issue absorbed a fair sum while a further large 
amount was taken by the gilt-edged market to finance the 
month’s activity in British Government stocks. As soon as 
signs of stringency developed, the position was at once eased 
by official intervention, which as a rule took the form of special 
purchases of early June bills. One object of this intervention 
was obviously the accumulation of funds in readiness for the 
5 per cent. War Loan dividend payment on June rst, but it is 
also possible to connect it with the latest Bank rate reduction, 
and with specific hints by responsible Ministers, and so there 
is little doubt that a policy of making credit cheap and plentiful 
is now being pursued. 


The Foreign Exchanges.—During May interest centred 
round the New York rate. There is no doubt that political 
uncertainties in the United States, and especially the opposition 
shown in Congress at various tax measures aimed at balancing 
the budget, have evoked a considerable feeling of distrust and 
have brought about heavy withdrawals of foreign funds. Gold 
losses by the Reserve Banks between May 5th and May 26th 
amounted to $135 millions, and in the London exchange market 
the New York rate rose at one time to $3.69 and was only 
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brought down again to $3.67} by official British intervention. 
For a short time the spot rate was virtually “pegged” at that 
level, but by the end of the month had again risen to over 
$3.69, while the three months’ forward rate had widened to a 
discount of 5-6 cents, which shows that intense pressure upon 
the dollar continues. There isno doubt that in its efforts to check 
the rise in sterling the Bank of England has had to acquire 
substantial quantities of Devisen, and indeed Paris reports 
the Bank’s holdings of francs to be so great as to enable it to 
exert, if it so wished, a marked influence over the Paris market. 
It is not wholly desirable that the Bank should hold these large 
quantities of foreign currencies, and so the news that the Bank 
was once more purchasing gold was very welcome. Up to the 
end of May, the Bank had bought £6,256,000, probably 
from the Treasury (who had previously bought the gold in the 
market as an “ unknown buyer”) in exchange for Devisen 
whi.h presumably passes to the Exchange Equalization Account. 
These purchases both strengthen the Bank’s position, thereby 
facilitating a policy of making credit more plentiful, and also 
relieve it from risk of loss due to fluctuations in the value of 
its Devisen. 


The Stock Exchange.—Activity was confined during May 
io the gilt-edged market, and under the influence of speculative 
operations combined with a fairly substantial genuine invest- 
ment demand, prices of British Government securities advanced 
sharply during the first three weeks of the month. By May 18th 
the running yield upon 3} per cent. Conversion Loan was under 
4 per cent., and 4 per cent. Funding Loan was quoted at par. 
Five per cent. War Loan, alone, failed to join in the upward 
trend of prices, for the possibility of early notice of redemption, 
as a prelude to a conversion scheme, prevents its price from 
rising much above par. In the last week of May a general 
reaction took place. This was partly due to profit-taking and 
to the fact that the previous rise had proceeded too far and too 
fast, and partly due to the wave of pessimism which overtook 
the world’s markets, but an unfortunate impression was also 
created by the announcement of the British Government's 
agreement to overtake the arrears of the American debt arising 
out of the Hoover moratorium. It was felt that this statement 
should either have been made when the moratorium was first 
arranged, or else withheld until after the Lausanne Conference. 





267 


Other sections of the Stock Exchange have been weak and dull, 
and at the end of the month became very weak and pessimistic. 
The foreign bond market has been under the influence of 
impending moratoria and defaults, and home railway stocks 
have again been depressed by poor traffic returns. Industrial 
shares were quiet, with few changes in prices. The oil market 
was at times assisted by rumours regarding the American 
conference between certain interests, but rubber shares 
remained neglected. Kaffirs remained firm on moderate 
Paris and Cape support, but there was no real activity. 


Overseas Trade-In comparison with March, the April 
trade returns recorded a sharp drop in imports from £55-7 to 
£48-8 millions, and a moderate increase in British exports from 
£31°2 to £34°8 millions. Unfortunately, £3-1 millions of 
the decrease in imports fell within the category of raw materials. 








Increase (+) 
Description | Jan.—April, | Jan.—April, or 

|" 193 | 193 Decrease (—) 

£mn § £mn, | £mn. 
Total Imports . | 279°7 | 246°8 —32°9 
Retained Imports coe occ | 25°38 | 226-0 —29°8 
Raw Material Imports ... _— - | 61-7 | 62°2 0°5 
Manufactured Goods, Imports... coe | 83°2 | 58°3 —24°9 
Total Exports, British Goods ... ve | 135°8 127°1 — 87 
Coal Exports... _ sae ial 11°2 10°4 — 0-8 
British Manufactured Goods, Exports... |  102*7 | 97°0 — §°7 
Re-Exports eee ee | OD 20°8 — 3-1 
Total Exports... 0. 0 ess | 1597 =| 1479 —11-8 
Visible Trade Balance ... ae -» | —120°0 | —98°9 4+21°1 


' 





Regarding the first four months of the year as a whole, the 
most notable result is a reduction, in comparison with last 
year, of £21-1 millions in the adverse trade balance. This is 
attributable to the fall of £24: 2 millions in imports of manu- 
factured goods, and in actual fact is largely the result of the 
Abnormal Importation duties which have now come to an end. 
Except in the case of paper, these proved almost completely 
prohibitive. It is far too early to discern the effects of the 
new tariff, first on imports and indirectly upon exports, but 
there is no doubt that the growth of import and exchange 
restrictions abroad is constituting a real threat to our export 
trade. 
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Home Reports 


The Industrial Situation 


The budget, with its failure to reduce taxation, came as a 
bitter blow to British industrialists, and a far less hopeful tone 
is noticeable than was the case only two months ago. There 
is no doubt that the combined effect of onerous direct taxation 
and heavy expenditure upon social services is that the heavy 
industries and manufacturers of machinery, equipment and 
other goods that represent capital expenditure, are being 
penalized, whereas ers of goods destined for immediate con- 
sumption by the general public find a relatively readier sale for 
their output. The effects of the depression, therefore, are con- 
centrated to an almost unfair extent upon makers of “ capital ”’ 
goods, who between them comprise some of the most important 
industries of the Kingdom. general, it is true to say that 
home trade is no worse than it was last autumn, but the position 
abroad is rapidly deteriorating, and in due course this will 
inevitably react upon the home situation. Already inter- 
national trade is being rapidly strangled by restrictions upon 
imports, exchange dealings and the transfer of funds, and unless 
a marked change in the international situation rapidly takes 
place, it is difficult to take a hopeful view. 


Agriculture 

England and Wales.—Autumn-sown crops were not so 
forward as usual at the end of April and cold weather had 
retarded the growth of spring-sown corn. Work in preparation 
for the drilling of roots was well advanced except on the heavier 
lands, and only about a third of the main crop of potatoes re- 
mained to be planted. Cattle have not wintered too well, 
and owing to the backward state of pastures and unsuitable 
weather have generally been turned out later than usual. 
Milk yields have only been maintained with difficulty. 

Scotland —Miulder weather in May has induced a rapid 
growth, and crops are in excellent condition. Trade has been 
dull in the grain markets, but with declining stocks, milling oats 
have been a little firmer. Demand for potatoes remains poor, 
with prices tending lower. At the leading live-stock markets 
demand has been better and prices were higher for practically 


all classes. 











269 
Coal 


Hull.—Shipments are comparatively small, but owing to 
continued reduction of output prices rule very steady. 


Newcastle-on- Tyne.—Colliery fitters find difficulty in work- 
ing full time, and new business is keenly competed for whenever 
offering. 

Sheffield —Very little new business has been arranged on 
shipment account. Demand for industrial fuel is dull and 
deliveries under contracts are light. The house coal trade 
is quiet. 

Cardiff—The general tone is quiet with minimum prices 
ruling and little sign of any improvement, the only feature of 
note being the scarcity of low volatile washed nuts and an almost 
general shortage of sized coals due to the erratic working of the 
collieries. The forward market is also dull, but it is reported 
that the recent contract for the Egyptian State Railways, for 
about 200,000 tons, has been awarded to a Cardiff firm. 


Newport.—Foreign shipments are still at a low level, as 
French restrictions and the lack of Italian demand have 
prevented any expansion in trade. Total shipments, however, 
are better than in April, but collieries are still working short 
time. 

Swansea.—Demand for large anthracite for Canada con- 
tinues good, but exports to the Continent are still handicapped 
by foreign restrictions. Small coals and inferior grades are in 
ample supply, but enquiries are slow. 


East of Scotland.—Navigation coal is being well taken up 
in both Fife and the Lothians, but the demand for steams and 
washed fuels is disappointing. Home demand is easily met 
and some prices have had to be reduced. 


Glasgow.—Short time working has increased owing to the 
seasonal decline in the home demand. A good many pits are 
closed in Lanarkshire. Shipments are faicty well maintained, 
but the bulk of them are coastwise, as rae fe restrictions are 
handicapping export trade. 


Iron and Steel 


Teeside.—The volume of enquiry has increased slightly 
following the imposition of the new tariff rates, but actual 
business is only developing very slowly. No increase in 
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production has occurred and the limited output now current 
in all sections is sufficient for market requirements. Pig-iron 
prices are firm, but home and export enquiry remains dis- 
appointingly small. Demand for steel products is poor, with 
little immediate prospect of improvement. 

Sheffield—Although more enquiries are coming forward, 
no real improvement has yet been registered. There is a 
slightly better demand for stainless and acid resisting steels 
and motor steels. Production of open-hearth steel remains 
very limited, and prices of steel scrap have fallen heavily. 
Demand for railway material is very poor. 

Newport.—There has been some revival in imports of 
semi-finished goods following a very quiet period in March. 
Continental prices have eased considerably, and there has been 
little or no increase in cost to the importer, despite the new 
33} per cent. duty. Exports were not so good as in March. 

Swansea.—The tinplate trade is dull and the Pool has 
imposed a 25 per cent. stoppage in the hope of improving the 
situation. Export trade is handicapped by exchange difficulties. 

Glasgow.—Scarcity of home and export business is handi- 
capping makers. Outputs compare a unfavourably with 
the capacity of the works’ plants ; this, in the case of heavy steel, 
being due to lack of specifications for shipbuilding materials. 


Engineering 

Coventry.—The motor trade shows some seasonal im- 
provement, particularly in the less expensive vehicles. The 
cycle trades continue fairly steady. 

Luton.—General engineering is quiet, with a slight im- 
pon in motor car parts. The motor trade is steady and 

ydraulic engineering very quiet. 

Sheffield.—There is a slight improvement in general 
engineering, chiefly due to Russian contracts. Practically 
every section of the tool trade has become decidedly more 
active. 

Glasgow.—There are no signs, so far, of a revival in the 
engineering trades, all of which are very quiet. Motor manu- 
facturers and locomotive builders are under-employed, and the 
marine branch is still very depressed. 
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Cotton 


Liverpool.—Business in the raw material has been 
distinctly quieter, and demand has centred chiefly, as for some 
months past, upon the cheaper varieties of American, while 
enquiry for other growths has been without special feature. 
Deliveries to the Lancashire trade still show an increase of 
some 25 per cent. over those at the corresponding period of 
last year, but are below the respective figures for 1930 and 
1929. Manchester advices are not encouraging, and the order 
books of mills are showing signs of gradually running down. 
In the futures section, prices have weakened over the period 
under review in sympathy with weak stock markets in America 
and with the poor consumptive statistics of the industry. The 
general slowing down on the manufacturing side is em- 
phasized in the United States, where the census report for 
April shows a consumption for that month of only 367,000 
bales, as against 489,000 bales during March and 509,000 bales 
in April last year. In addition to these factors crop prospects 
in the States are discouraging to holders, as planting conditions 
have been very unfavourable, and there is little reason for hope 
at the moment that the carry-over at the end of the season will 
be much less than 13 million bales. 


Wool 


Bradford.—Owing to the reduction in the import duties 
new business has been retarded to such an extent that a gradual 
slowing down of machinery activity is now taking place. The 
unfavourable weather, too, has adversely affected home trade. 
The manufacturers are making every endeavour to adjust 
themselves to the new conditions, but until this has been done 
no improvement is expected. 


Huddersfield.—Trade in fine worsteds remains quiet owing 
to the exchange difficulties and tariff restrictions of foreign 
countries, and the general economic conditions which compel 
consumers to use cloth of lower quality and price. The British 
import duty on woollens was recently reduced from 50 to 
20 per cent. and it is found that the new duty is not sufficient 
to restrict importation of low-priced cloths. 


Hawick.—The Border tweed trade shows no improvement, 
orders for next winter being very scarce and the new ranges of 
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patterns for the spring of 1933 not being yet taken up. Most 
of the hosiery factories are working short time, and dyers and 
spinners are very quiet. 


Other Textiles 


_ Dundee,—Conditions remain quiet in the jute market, 
business being confined to small lots to satisfy immediate needs. 


Dunfermline—The Fifeshire linen trade, particularly the 
export branch, remains very depressed. Production, which 
with the more hopeful outlook a few months ago had been 
expanding, is again seriously curtailed. Raw material is fairly 
steady, but spinners are not purchasing. 





Clothing 

Bristol.—The spring trade has shown no improvement over 
last year. The weather has again been unfavourable and the 
tendency to buy the ey gin goods increases, buyers 
being driven to this through the reduced purchasing power of 
their customers. 


Leeds.—Home trade remains fairly satisfactory and there is 
a slight improvement in overseas business. 


Luton.—There was a fair amount of business in the ladies’ 
hat trade after the Whitsun holidays while the fine weather 
continued. Some manufacturers have started sampling for 
the autumn season. 


Leather and Boots 


Bristol—Employment in the boot and shoe trade remained 
bad. The increased tariff for the Irish market caused whole- 
sale cancellation of orders from the Free State, and until the 
position clarifies business with Ireland is at a standstill except 
in the Northern Counties, from which a few orders are being 


received. 


Northampton.—Conditions remain bad, but one or two 
firms are relatively busy on export orders. Most manufacturers 
took advantage of Whitsun to close their works for a somewhat 
longer holiday than usual. 
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Shipping 
Hull.—There is a good supply of tonnage, and with limited 
enquiry for most destinations, rates rule easy. 


Liverpool.—The demand for tonnage in most sections has 
been very limited, and rates are lower. Grain tonnage home- 
wards from the River Plate and Australia is quoted at reductions 
of 1s. 6d. and 3s. on last month. The volume of outward 
cargoes for the Far East continues satisfactory. 


__ Newcastle-on-Tyne.—Freights are generally unchanged, 
with quiet demand, Rates to the Mediterranean are slightly 
better, but are still unremunerative. 


Cardiff.—The outward freight market has a better under- 
tone, and rates for the Mediterranean are slightly higher. 
General enquiry, however, is no better. 


Newport.—Some laid-up ships have been put into com- 
mission again in view of the opening of the Baltic Season, but 
the total number laid up has actually increased from sixteen to 
eighteen. There has been some increase in the number of ships 
sold for scrapping, and this should have a beneficial effect. 


East of Scotland.—On the Fife side Methil has continued 
fairly busy with coal exports, but otherwise there is no 
improvement. 


Glasgow.— Tonnage to load coal is in plentiful supply, and 
with boats plentiful rates are very depressed, especially for 
Baltic ports. 


Foodstuffs 


Liverpool.—Business in wheat has been restricted locally, 
but there has been a sustained continental demand, which has 
had the effect of supporting prices, notwithstanding the general 
atmosphere of depression. A further firming influence has 
been the purchase by Russia of several cargoes of Canadian 
wheat for shipment to Vladivostok ; this transaction, though the 
quantities concerned are trifling in relation to the vast reserve 
still held in North America, points to the existence of much 
smaller stocks in the Eastern part of the Soviet dominions 
than had been generally thought to be held there. Exports 
from all parts of Russia have ceased for the time being. There 
has been a further reduction in the estimated yield of the U.S. 
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winter crop, and sowing operations in Western Canada are about 
a fortnight late this season. European crop reports manifest no 
special feature. Maize has shown some decline in quotations 
on steady offering by Argentine shippers. Owing to the labour 
dispute in Denmark, Continental bacon proved a firm market, 
with much advanced prices ; the dispute is now at an end, and 
normal conditions should result. American bacon was also 
firm and in short supply. Hams were in fair demand at higher 
rices, while lard was in steady demand at rather lower levels. 
e market in butter was dull, demand being very slow, and 
values of both Colonial and Continental were lower. Cheese 
was steady at almost unchanged prices. In the canned goods 
section meats proved a slow market at unchanged levels, and 
fruits displayed a tendency to fall in value. 


Brixham.—Landing of all grades fell off during April and 
prices continue to fall. The grounds from Torbay to Land’s 
End are being denuded by Belgian trawlers, who are fishing 
the coast in considerable numbers with fine-mesh nets. The 
10 per cent. tax may prevent their fish from being landed in 
home ports, but the grounds will still suffer, unless price con- 
ditions in Belgium are so poor that they are forced to lay up. 


Lowestoft.—During April 50,815 tons of fish, valued at 
£889,772, were landed by British vessels in England and 
Wales, compared with 56,650, valued at £1,007,629, in April, 
1931. Values thus declined by 3d. per cwt. Under the 
influence of tariffs, foreign imports decreased by 3,025 tons to 


17,085 tons. 


Penzance.—Mackerel fishing for the past month has been 
fairly good, and prices have been well maintained. Line fishing 
from the Cornish fleet has been about average, boats making 
from £65 per week down to £20. The foreign trawl landings 
have been somewhat less than usual, 


Scotland.—The white line fishing on the East Coast 
continues to yield good results, but trawlers and boats engaged 
with the seine nets are only doing moderately well. Prices 
have been somewhat uneven, but satisfactory on the whole. 
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Other Industries 


China Clay.—There are little or no signs of improvement 
and the outlook is poor. The turnover of tonnage for the first 
few months of the year, however, is little worse than last year. 


Paper-making and Printing —The hoped-for revival in the 
Gravesend paper-making trade after the budget has not 
materialized, and the reduction of the 50 per cent. duty on 
certain classes of paper to 20 per cent. has had a marked effect 
on orders placed with English mills. Prices have fallen to an 
uneconomic level, the foreigners taking the business at prices 
upon which they must be making a loss. Mills which com- 
menced making greaseproof and other mills which proposed 
laying down plant have now stopped on account of the 
reduction in the duty. Edinburgh reports continued 
depression. In the printing trade orders are very scarce, and 
unemployment severe. 


Pottery.—Business is quiet and there is little demand from 
the Home trade, but orders are coming in from Canada. 


Timber.—Trade in Hull has been normal during the last 
month, There is a fair demand for building timbers and 
stocks are low. The flooring trade is quiet. Spot goods are 
being sold at prices less than those to come forward, the 
Io per cent. tariff not being taken advantage of by weak sellers. 
Russian goods have been heavily sold forward, and Swedish 
and Finnish shippers are showing signs of reducing prices in 
order to compete. 
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Dominion Reports 
Australia 


From the National Bank of Australasia Limited 


Many secondary industries are more active, and manu- 
facturers of textiles and clothing are fully employed. Con- 
sumers’ requirements now cover a wider range of goods, 
including a higher percentage of luxuries. The season’s wool 
clip is the largest on record, but prices are very low. The wheat 
output has exceeded estimates, and butter production is again 
expanding. Weather conditions and prospects in the rural 
areas are exceptionally favourable, except in the interior part 
of Queensland and sundry low-carrying pastoral areas in the 
other States, where rainfalls are deficient. 


Canada 


From the Imperial Bank of Canada Limited 


The second quarter has opened with a distinctly more 
hopeful feeling, based on an upward trend in economic con- 
ditions recorded during the latter part of March, activities 
attendant on the opening of navigation, and the resumption of 
outdoor operations and the seeding of the western wheat crop 
under the most favourable conditions for some few years. 
Employment has shown improvement in the manufacturing 
industries, especially pulp and paper, textiles and iron and steel 
products. Automobile production was the largest in any 
month since May last year. Although March trade figures 
indicated a favourable balance as compared with the preceding 
nine months, imports of iron and steel and some other products 
from Great Britain continued to increase as compared with 
declining imports from the United States. The tariff policy of 
the United States, particularly against Canada’s agricultural 
= is increasing public interest in inter-Empire relations. 

e new trade treaty with New Zealand has been well received. 
These developments are arousing a great deal of interest in 
the forthcoming Imperial Economic Conference to be held at 
Ottawa. 
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India 


Bombay reports that during April the raw cotton market 
was influenced by the weakness of American cotton and by 
lack of demand from Indian mills. Stocks in Bombay have 
lately been growing, with no corresponding expansion in export 
demand. There was a fair to moderate demand for piece-goods 
during the month, and stocks of foreign piece-goods in the 
Port Trust warehouses stood at 14,210 packages on April 3oth, 
against 35,716 packages a year before. April arrivals amounted 
to 12,750 packages, of which 7,719 came from Japan. The 
Calcutta loose jute market was dull and depressed until towards 
the end of the month, when business with Europe revived. 
Trade in baled jute was dull, and shippers showed little interest. 
Rangoon reported a better European enquiry for timber, but 
competition between shippers remained keen and prices showed 
no improvement. Little business is passing in hardware, and 
although stocks are not excessive, dealers are placing practically 
no new orders. 


Irish Free State 


The new budget, with its heavy increases in taxation, 
including 43 new tariff duties and an increase in the standard 
rate of income tax from 3s. 6d. to 5s. in the pound, will have a 
considerable effect upon business. So far, traders have not 
yet had time to adjust themselves to the new taxes, but con- 
siderable doubts are felt not only at the efficacy of the budget, 
but also at the outcome of the political differences with England 
and the new experiments in protection. The business situation 
must therefore be regarded as most uncertain. The agricultural 
outlook has improved. Weather conditions are favourable and 
farm work is well advanced. Prices, however, remain very 
unremunerative. 
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a Foreign Reports 


From Lloyds & National Provincial Foreign Bank Limited 


Industrial conditions are no better. The March pro- 
duction index, which is the latest figure available, fell below the 
pre-war level for the first time for many years, and the seven 
French railways show for this year to date a diminution of 
Frs.780 millions in receipts as compared with the corresponding 
period in 1931. There was, however, a slight diminution in 
the number of registered unemployed from 299,559 on April gth 
to 276,125 on May 7th. The Bourse has lately been very un- 
settled, and the result of the elections has added to the prevailing 
feeling of uncertainty. This explains the recent setback of 
certain French securities, including Government stocks. The 
heavy industries have made little progress. Demand for 
industrial coal is very restricted, and steel-makers are finding 
that the new British customs duties are affecting exports. Raw 
material prices remain very depressed, the French wholesale 
price index number having fallen by a further three points 
during April, and until an improvement occurs the outlook 
is bound to remain very uncertain. 


Bordeaux.—The fall in wine prices has apparently been 
checked, and there is a slightly better demand for the older 
vintages. The resin market remains firm with a rising tendency 
due to the scarcity of stocks. 


Le Havre.—Coffee prices rose by 20 to 23 points during 
the month ended May 11th. Stocks in Havre warehouses were 
reduced by 20,000 bags during this period, and shipments from 
Brazil also decreased. Cotton prices have again fallen. 
Demand from spinners is very limited, and crop reports are 
satisfactory. 

Lille——Reports from the cotton industry are os 
Raw material prices have again fallen, and the resulting in- 
stability is affecting every section of the industry. Export trade 
has been brought practically to an end by exchange and import 
restrictions abroad. Sales of Soviet flax have almost ceased, 
but it is believed that existing stocks could easily be disposed of 
before the end of the season. Soviet prices, however, are 
higher than those quoted in centres of consumption, such as 
Ghent, Lille, Dundee and Belfast, where prices favour buyers. 
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Even so, trade in Lille remains stationary, and demand for 
certain qualities has completely fallen away. Business in the 
jute industry is also very limited, and both spinners and weavers 
have curtailed production still further. 


Roubaix.—A slight seasonal improvement in business has 
occurred, and unemployment has diminished. There is, 
however, no prospect of a real recovery or of a rally in prices. 
Some business is passing in tops, and the recent Tourgoing 
noil sales were encouraging, but the outlook for combers is not 
at all good, and many combs will be standing idle during the 
summer. Hosiery yarn spinners are fairly active, but other 
spinners are working short time. In the manufacturing 
section, dress goods are a little better, and one or two makers of 
low-grade cloth are working full time. Trade in men’s suitings 
is very depressed. 

Marseilles.—Copra prices are steady, but there has been a 
further setback in sales of ground-nut oil. Exports of olive oil 
have also declined as the result of trade restrictions abroad. 


Belgium 
From Lloyds & National Provincial Foreign Bank Limited 


Brussels.—In the textile trades spinners are working at a 
loss, and export trade is very restricted. Imports of British 
goods have recently been checked by increases in the British 
tariff. Demand for plate glass is very poor. Most under- 
takings are only working three days a week. Exports of the 
cheaper articles are now almost at an end, and only five 
“ bassins " out of a total of eighteen are now working. There 
is very little improvement in the iron and steel industry, and 
prices have again weakened. In the coal trade there is a good 
demand for domestic fuel, but sales of industrial fuel are not 
sufficient to absorb current production, even on its present 
greatly Fae scale. The Stock Exchange has been dull 
and weak. 


Germany 

A slow seasonal decline in unemployment is taking place, 
which has amounted to 390,000 since the peak was reached in 
the middle of February. This improvement compares un- 
favourably with the decline of 590,000 registered last year. 
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Immediately prior to the resignation of Dr. Briining, some 
signs of improvement in industry were apparent, for the 
recession in the metal trades appeared to have been checked. 
Industries engaged in the manufacture of “capital” or 
“* producers’ ”’ goods are in the most serious position to-day. 


Holland 


Little change is noticeable in the business situation. 
Industrial company reports for 1931, now appearing, are 
revealing heavy losses, but confidence has not been destroyed, 
and in many cases the companies in question are still able to 
draw upon their reserves. The foreign trade returns for 1932 
reflect the general shrinkage in international trade, as a result 
of restrictions at home and abroad. og the first four 
months of 1931 and 1932, imports have fallen from F1.663 to 
F1.469 millions and exports from Fl.462 to Fl.288 millions. 
The decline in exports is partly due to the erection by Dutch 
manufacturers of factories abroad. Employment is a shade 
better, owing to the seasonal revival in building, agriculture 
and horticulture. Money is cheap and plentiful, and no serious 
increase in the floating debt is taking place. Substantial 
economies are being effected both in national and municipal 
administration and by private undertakings. Measures are 
now under consideration, designed to reduce the cost of national 
administration by Fl.120 millions, or by one-fifth of the 
nation’s ordinary expenditure. 


Norway 

In view of the effect that the Kreuger crisis had had upon 
the Norwegian exchange rates, the Prime Minister issued to the 
Press a statement regarding the Exchange Committee recently 
appointed by the Government. In this statement he says that 
the duty of the Committee is to collect information for the 
guidance of the Government when the time comes to determine 
the level of the krone. In the meantime, the Government will 
co-operate with the Norges Bank in order to maintain the 
stability of the currency. The April decline in the krone 
was due not to the appointment of the Committee, but to 
speculation inspired by the Kreuger failure. Since the 
appearance of this statement, the krone has improved, but it 
cannot be made too clear that Norway is in no way implicated 
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in the Kreuger failure. As regards industrial conditions, 
labour agreements for two or three years have now been con- 
cluded in most industries. At the recent annual meeting of the 
Federation of Norwegian industries, the President emphasized 
Norway’s dependence upon international trade, and hinted that 
unless export trade improved, Norway might have to reconsider 
her low tariff policy. Negotiations have been taking place 
between Norwegian and foreign whaling interests, and the 
Whaling Association states that an agreement has been reached 
regarding a curtailment of oil production, and the quota to be 
allotted to each company. Further information may be 
forthcoming next month. 


Sweden 


Bank rate was reduced from 5 to 44 per cent. on May 17th, 
but interest rates on deposits were not reduced to the same 
extent, as the commercial banks are waiting for the savings banks 
to come into line. The timber trade has lately been active, 
but England and France are the only countries in the market, 
and shipments to date only total 260,000 standards, or half the 
normal figure. The dispute in the pulp industry continues, 
and already it is estimated that as a result of the year’s labour 
troubles production of sulphite will be reduced by 125,000 tons 
and that of sulphate by 80,000 tons. The paper market is 
unchanged, and the reduction in the British duty from 50 to 
20 per cent. has so far had no effect. 


Denmark 


Parliament met for an extraordinary session on May 18th. 
Important matters to be decided include the continuance of 
the support to agriculture, and also the choice between linking 
the krone to sterling or bringing about a further depreciation. 
There is little doubt that the Exchange Centralization Office will 
remain in being, and it is understood that for the period 
June rst to August 31st applications for import permits for 
Kr.540 millions have been received, but that only Kr.140 
millions are being granted, of which Kr.8 millions relate to 
finished goods. As a result of Belgian import restrictions, 
butter prices have fallen to the lowest level recorded since 
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1895. Exports of bacon have been temporarily brought to an 
end by a lock-out in the slaughter-houses. A decrease in 
unemployment from 122,298 to 92,589 occurred during the 
past month, but the latest figure is still very high. 


Switzerland 
From Lloyds & National Provincial Foreign Bank Limited 


The April trade returns illustrate the extent to which 
Switzerland is affected by the world crisis. Exports for the 
month amounted to only Frs.66-5 millions, this figure not only 
being Frs.53°6 millions below that of April, 1931, but also 
constituting a new low record. This heavy decline is due to 
reduced world purchasing power and also to the new protec- 
tionist measures adopted by countries who no y are 
Switzerland’s best customers. The industries chiefly affected 
are the textile, watch and metal, boot and shoe, and to some 
extent the chemical trades, and in these unemployment has 
increased. Fortunately the home market remains firm, and 
the Federal measures taken to combat unemployment are 
proving effective. 





Spain 

The customs statistics for the first quarter of 1932 show 
a decline in imports of 107 million gold pesetas, and in — 
one of 72 million gold pesetas. The unfavourable trade ce 
is shown as 49 million gold pesetas, as against 84 million gold 
pesetas for the same period in 1931. Notable declines occurred 
in imports of cotton, petrol and machinery, and in the export 
of fruit. The Government has cancelled its contract with the 
Transatlantic Company and has appointed a representative in 
the company to protect its interests. Certain services have 
been temporarily suspended. Future relations between the 
State and Spain’s shipping services will be defined in a bill 
which is shortly to be presented to the Cortes. The con- 
sideration by the Cortes of the Statute of Cataluna and the law 
of agrarian reform have for the moment overshadowed all other 
questions, and a satisfactory solution of these problems will 
do much to assist a revival of confidence in the country. 
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Morocco 
From the Bank of British West Africa Limited 


Business conditions during the past month have improved 
somewhat with the ripening of the crops, warm weather having 
followed the late winter rains in good time. The locust menace 
is practically past. In the south the barley is cut and the 
yield is likely to be up to the average except in the 
Marrakech district. There has been some activity resulting 
from the release of grain held up pending harvest estimates 
of the approaching season. Building programmes have been 
augmented considerably with the passing of the big five years’ 
loan. A sugar refinery has been opened in Canthience. 
Railway development continues, particularly at Fez and between 
the Gentil phosphate beds and Saffi, the coastal embarkation 
point. In general there is a growing spirit of optimism and 
an early revival in trade is expected. 


United States 


The business outlook remains disappointing, notwith- 
standing the official policy of cheap money, and the various 
schemes which are being brought into operation in the attempt 
to initiate a buying movement among consumers. The slight 
revival, noticeable in mid-April, has since come to an end, and 
there is no doubt that confidence has been impaired by political 
manceuvres and uncertainties and by the failure of Congress 
to arrive at a satisfactory tax basis for balancing the budget. 
In April commercial failures numbered 2,816 with liabilities 
of $101.1 millions, against figures of 2,951 and $93.8 millions 
in March. Car-loadings showed a slight improvement, but 
the stock markets were weak under the influence of the Kreuger 
failure. Company profits continue to decline, and results for 
the first quarter of 1932 were unsatisfactory. Sugar prices 
remain very poor, but copper has been steady at its recent low 
level. Iron and steel markets have been weak. Production of 
steel for April was only 22-5 per cent. of capacity, though it 
improved to 24 per cent. in the first week of May. Unfilled 
orders of the United States Steel Corporation fell to 2,326,926 
tons for April 30th, this being the lowest figure on record. 
Cotton prices have been weak and irregular. Weevil emergence 
is reported to be the heaviest on record, but any bullish tendency 
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that might have developed from this news is checked by the 
knowledge of the huge stocks of cotton in the hands of the 
Federal Farm Board and the Cotton Co-operative Association, 
which are hanging over the market. 


Japan 


Export of cotton textiles reached 148,000,000 square yards 
for the month of March, the largest export since March, 1930, 
when 170,000,000 square yards were exported. Those of cotton 
yarn for the first three months amounted to 13,600 bales, or 
double that for the first three months of 1931. The Govern- 
ment has disposed of the whole of its stock of indemnified raw 
silk to E. Gerli & Co., of New York, at Y.455 per bale, the 
Asahi Silk Company acting as intermediary. The total 
Government loss will amount to over Y.82,500,000, the reelers 
will lose Y.35,000,000, and the bankers Y.3,650,000, but as 
the reelers are to be given ten years in which to pay off their 
debts, the bankers will lose about another Y.10,000,000 in 
interest at 5 per cent. per annum. It is hoped that a steadier 
outlook will prevail in view of the fact that such a large stock 
—107,830 bales—had been overshadowing the market for so 
long. The Government is now considering plans for con- 
trolling the Raw Silk Industry by “ Government control of 
silk egg raising, a licence system for the reeling industry, and 
control of the distribution of exports of raw silk.”” A company 
with a capital of between Y.50 and Y.100 million is contemplated. 
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Banking 
1. BANK OF ENGLAND 
Issue Department. Banking Department. 
=m Gold. Notes in | Reserve and/| Bankers’ | Govt. | Discounts 
circulation. Proportion. | Deposits. | Securities. & Advances 
ae or "Gt STK ~ seaena : 
1931, £ mn. £ mn. £mn.| cent. £ mn. £ mn. | £ mn. 
May 27 «+ | 161-0 | 354-8 | 57-2 | 53-9| 54-8 s12 | 68 
1932, | | 
May' 4 - | 120-8 356-6 | 39-9 | 32-6 75-1 69- 11-6 
May? 11 - || 120-8 358-3 || 38-2 | 30-5 78-0 72-1 | 12-1 
May' 18 122-8 358-4 40-1 | 31-1 74-6 72:9 | Il-7 
May 25 125-0 | 354-2 | 46-5|34-7| 77-5 69-4 | 12-2 
2. TEN CLEARING BANKS 
De- | Accept- | Call | a | Invest-| Ad- 
Det. | posits. | ances. Cash.° Money. Bills. ments. | vances. 
1931, £mn. | £ man. | £mn. £mn. | £mn. | £mn. | £ mn. 
April ox /1,735°7 116-3 224-3 117-0 211-0 308-5 940-3 
November 1,706-4 | 102-6 | 220-9 | 109-4 | 240-5 | 299-7 900-2 
December ~- | 1,737-0 | 102-1 | 235-6 | 119-4 | 246-4 296-5 | 899-8 
1932, } | 
January in «- | 1,714-0 | 98-7 || 223-5 | 117-3 | 239-3 | 283-4 | 904-9 
February — ||1,658-5 | 90-6 | 214-0 | 109-8 | 207-5 | 279-6 902-3 
March - | 1,676-4 98-7 | 217-4 112-5 | 216-8 281-9 | 902-1 
April ... — | 1,680-5| 98-1 || 214-2 | 112-4 | 240-1 | 287-5 | 881-0 

















* Includes balances with other banks and cheques in course of collection. 


3. LLOYDS BANK, RATIO OF CURRENT ACCOUNT CREDIT 
BALANCES TO TOTAL DEPOSITS 

















Year. | Ratio. | Month. | sate 

— oe. ee ee 1930. | 1931. | 1932. 
ve %e | ve Yo 

1902 | 58-2 | January 46-8 45-1 | 45-9 46-5 

1914 | 49-9 | February 45-9 44-2 | 45-1 44-7 

1919 | 60-7 | March 45-2 44-5 45-3 44-7 

1920 | 56-7 | April 44-9 45-1 45-0 45-2 

1921 | 50-7 | May 44-1 44-0 | 44-8 

1925 | 49-6 | June 44-5 44-4 45-4 

1926 | 48-6 | July 45-4 44-7 | 45-7 

1927 | 47-4 | August 45-3 44-4 | | 45-7 

1928 | 46-4 | September | 45-3 44-7 | 45-0 

1929 | 45-2 | October 45-6 44-8 45-3 

1930 | 44-7 | November 44-7 44-8 45-3 

1931 45-4 | December 45-3 46-0 46-7 
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Money, Exchanges and Public Finance 





LONDON AND NEW YORK MONEY RATES 
















































































Lonpon. New York. 
i } i a. ’ 
Date. | Bank } 3 Months’ » wae "atigible Call. 
| Rate. discoun y | discount | Bank ac- | Money 
| Rate. Loans. Rate. | ceptances. 
1931, Per cent. | Percent. | Per cent. | Per cent. | Percent. | Per cent 
May 27 | 23 | 2du—ts 14-2 | 1} 1k 
Ma 7" | 3 | 1344—2 1y—2 | 
y 4 i} iH] me ts |] 3 ] 2+ 
May 11 3 i i 1-2 | 3 1 2+ 
May 18 | 2 i bm —13 | 3 1 2+ 
May 25 | 2 | ee | EY] 3 1 24 
2. FOREIGN EXCHANGES 
i 
wee | | 1931. 1932, 
os | May 27. || May 4. | May 11. | May 18. | May 25. 
New York $4-866 || 4-863 3-67} 3-67} 3-673 3-683 
Montreal $4-866 || 4-864 || 4-10 4-13} 4-164 4-225 
Paris ... Fr. 124-21 ||124-264 934 934 938 
Berlin ... Mk. 20-43 || 20-484 || 1 | 15-40 15-40 15-574 
Amsterdam Fl. 12-11 || 12-093 9-044 9-07 9-064 9-094 
Brussels Bel. 35 34-914 || 26-15 26-15 26-25 
Milan ... Li. 92-46 || 92-93 71s 713 7148 71 
Berne ... Fr. 25-22 25-15} 18-823 18-774 | 18-80 18-82} 
Stockholm Kr. 18-16 18-14} 19-90 19-65 | 19-70 1943 
Madrid Ptas. 25-22$ || 50-50 || 463 45% | 44 4434 
Vienna Sch. 34-58} || 34-62 32° | 32° 334° 363° 
_ oo || Ke. 164-25 1643 1232 | 1233 124 | 124 
Buenos Aires ... 47 -62d. || 33 S5Ht | mH 36+ | SSzet 
Rio de Janeiro 5-89d./| 3 44+ 43+ 43+ Sit 
Valparaiso ... || Pes. 40 40-04 60-00* §1-00* 60-50* | 60-75t 
Bombay _... 18d. 1733 17 17% 17380 | s1788 
Hong Kong ... —d. || 1) 14 15h 15.5 154 
Shanghai ao | —d. 14} 193 | 20 203 204 
* Nominal. T Rate in London. 
3. PUBLIC REVENUE AND EXPENDITURE 
To To | To To 
Revenue. May 21, | May 23, | Expenditure. May 21,|; May 23, 
1932. | 1931. | | 1932. | 1931. 
£mn. | £ mn. eee £ mn £ mn. 
Income Tax 16-1 18-4 Nat. Debt Service ... we | 45°35 40-0 
Surtax 4-7 8-0 Northern Ireland Payments ... 0-4 0-5 
Estate Duties 10-6 10-7 Other Cons. Fund Services ... 0-3 0-3 
Stamps ... 0-7 1-0 || Supply Services we we | 55°7 55-7 
Customs ... 21-6 17-4 Ordinary Expenditure 101-8 96-4 
Excise 18-2 17-7 || Sinking Fund si oe 3-8 6-0 
Tax Revenue 72-7 73-8 || Self-Balancing Expenditure ... 9-4 9-2 
Non-Tax Revenue 6-4 15-7 || 
Crdinary Revenue | 79-1 89-5 | 
Self-Balancing | 
Revenue 9-4 9-2 | 
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Percentage of Insured Workers. 





Per cent. 


2 
DARONMADHOO 


SERRSBRS 


Coal.* Pig-Iron. Steel. 
Tons mn Tons thou. Tons thou. 
. 23 397 
296 459 
331 422 
330 430 
318 481 
336 463 
317 433 
* Average weekly figures for month. 
IMPORTS 
| Raw | Manufactured 
Food. | Materials. Goods. Total 
£ mn, £ mn. £ mn. £ mn. 
32-6 15°5 20-9 70-0 
38-6 15-3 28-7 83-2 
39-7 18-5 18-2 77-0 
31-5 16-9 13-3 62-3 
33°6 15-4 20-1 70:2 
30-9 16-5 13-0 61-1 
27-5 13-4 11-8 53-5 
3. EXPORTS 
Raw | Manufactured | Total 
| Materials. | Goods. otal. 
— —— _ = 7 - 
£ mn. £ mn. £ mn. £ mn. 
2-9 | 4-] 24-3 32-5 
3-4 4-0 22-9 31-9 
3-0 | 4-0 22-7 32-1 
28 | 36 | 23-4 31-1 
2-8 3°5 | 22-6 30-0 
2-7 3-5 24-2 31-2 
2-9 4-0 | 26-8 34-8 
4. UNEMPLOYMENT pas 
1928. | 1929. 1930. } 


P 
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Prices 
1. WHOLESALE PRICES (average for month) 
Index Number (Sept. 16th, 1951 = 100). 
Date. eee 
| ay ers 
U.K. | U.S.A. | France. pa Tin ye | Germany. 
i j 
1931, 
April eco es || 110-4 | 107-8 112-5 | 107-4 104°5 
November ... 110-5 99-0 95:2 | 99-1 98-0 
December ... - || 109-6 97-2 | 93-5 97-2 95-3 
1932. i 
January nee | 108-8 94-2 93-7 | 96-2 91-9 
February . ee |} 107-5 92-3 94-4 97-4 91-7 
March... --- || 106-8 91-5 9-4 | 97-0 91-7 
April . . | 103-5 90-2 96-7 95-5 90-4 
| i ~- | 
May, 1st week |) 102-4 89-3 %-8 | 94-6 89-8 
May, 2nd week .- || 102-5 | 89-0 96-5 | 94-1 89-8 
May, 3rd week - | 100-8 | 88-6 95-1 93-4 89-4 
May, 4th week || 100-4 | 87-3 | — | 92-4 88-6 
Sources: U.K., “ Financial Times”; U.S.A., Irving Fisher; France, Statistique 


Generale ; Italy, Italian Chamber of Commerce ; Germany, 
2. RETAIL —— (end of month) 


Statistische Reichsamt. 











Fuel | Other | All 

Date. Food. | acing | Clothing. and |_—siitems ~=|_items 

rates). Light. included. included. 
a a | —_ 

1931, | 
April... 29 «(|~Ctsé6@ 95-100 | 76 75 47 
November 32 | & | gs | | 75 48 
December 32 06CUd|lCiSt‘<‘ |#éCisolU]llCUDS 75 47 

1932. 
lanuary ... 31 54 90 75 | 75 47 

ebruary 29 54 90 75 75 46 
March ... 26 | §4 | 90 | 75 | 5 | 44 
April 2 | 53-54 | 90 70-75 | 7 | 483 

| 





The figures supeusent the percentage increase above July, 1914, which is equal to 100. 


3. COMMODITY PRICES (average for month) 














Wheat, | 
Ro. 1 | Cotton, Wool, | Pig-Iron, | Tin, Rubber, 
Date. | American | 64’s_ | Cleveland | Standard | Plantation 
Manitoba. | Middling. | tops avge. | No. 3. Cash. Sheet. 
1931. ‘Per q qr. per Ib. | per lb. | Perton. | Per ton. per Ib. 
s. d. d. d. s. d. | d. 
April 28 0 | 5-68 24h 58 6 | 112% 34 
November 49 | 50l | 2 58 6 | 132H 3 
December 338 | 5:23 | 2 | 586 | 1399 | 3 
1932, | } 
January ... 3310 | 5-47 233 | 586 | 1403 | 3 
February 47 | =+%5-70 | 23 58 6 1393 | 23 
March ... 4 8 5-38 22 58 6 12935 | 2 
April 32 7 4-92 213 58 6 10% | Wg 























MONEY 


wherever you go 


World Letters of Credit and 
Travellers’ Cheques are issued 
at any of the 1,900 offices of 
Lloyds Bank. These documents 
are the safest and most con- 
venient form in which to carry 
money when travelling. 





LIMITED ,¢ 


HEAD OFFICE: \ 267), 
71 Lombard Street, E.C.3 















